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COMPLIMENTS  OF  CORN  EXCHANGE  BANK. 


In  accepting  the  invitation  of  your  com- 
mittee to  address  you  on  the  subject  of 
Branch  Banking,  I did  not  at  first  realize 
that  in  my  desire  to  meet  their  wishes  I was 
placing  myself  in  an  embarrassing  position. 

The  member  of  this  association  which  I 
represent  was  the  first  Bank  to  take  advan- 
tage of  the  New  York  Law  authorizing  the 
creation  of  branches,  and  so  far  has  been  the 
most  important  organizer  of  these  subsidiary 
institutions.  Under  these  circumstances  I 
am  loath  to  appear  before  you  as  the  cham- 
pion of  a system  in  which  I am  so  deeply 
interested,  inasmuch  as  such  an  attitude 
might  involve  criticism  of  methods  that  dif- 
fer from  that  system.  But  I shall,  in  the 
remarks  I am  to  make,  rely  on  the  good  sense 
and  leniency  of  my  audience,  which  includes 
so  many  competent  authorities  on  the  gen- 
eral subject  of  banking.  I wish  to  propose 
that  where  my  views  do  not  coincide  with 


yours,  we  respect  one  another’s  opinions — 
and  agree  to  disagree.  This  will  allow  me  to 
speak  with  greater  freedom  of  my  personal 
connection  with  the  subject,  and  release  me 
from  the  suspicion  of  using  this  address  for 
the  celebration  of  my  particular  connection 
with  Branch  Banking. 
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In  1893  I had  the  honor  of  being  a member 
of  the  most  important  Loan  Committee  ever 
appointed  by  the  New  York  Clearing  House. 
Within  a year,  two  of  the  members  of  that 
Committee  have  departed  this  life.  The 
lamented  Chairman,  Frederick  D.  Tappen, 
will  always  be  held  in  the  most  grateful  and 
admiring  remembrance.  The  opportunities 
that  I had  of  observing  his  courage,  his  sagac- 
ity and  his  ability  were  very  many  and  I 
am  sure  his  associates  will  ever  recall  the 
strength  and  vigor  with  which  he  approached 
the  problems  that  were  ever}'  day  presented 
to  us  during  that  disturbed  time.  Peace  to 
his  honored  memory  ! 

The  Loan  Committee  of  the  New  York 
Clearing  House  becomes  in  a financial  crisis 
the  center  of  all  the  woes  and  trials  of  those 
unhappy  seasons.  It  is  by  force  of  circum- 
stances the  trusted  repository  of  the  weak- 
nesses and  wants  of  the  banks,  and  its  sym- 
pathies and  resources  are  appealed  to  day  by 
day.  Every  morning  brings  a fresh  batch 
of  needs  and  the  ingenuity  of  the  financier  is 
taxed  to  apply  the  remedy  and  assist  in 
keeping  the  wheels  on  the  track.  I mention 
my  connection  with  this  memorable  com- 
mittee to  explain  how  some  of  the  facts  that 
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came  to  its  knowledge  in  1893  had  the  effect 
of  turning  my  attention  to  branch  banking. 

The  Clearing  House  Loan  Certificate,  now  so 
famous  as  an  effectual  remedy  for  strained 
conditions  in  finance,  can  in  the  nature  of 
things  be  used  and  appropriated  directly 
only  by  the  members  of  the  Clearing  House 
Association.  They  are  issued  only  to  the 
Associated  Banks,  and  their  circulation  is 
prohibited  beyond  these  Banks.  The  out- 
side Banks  can  participate  in  the  help  these 
Certificates  afford  in  an  indirect  way  only  and 
not  as  a matter  of  right.  So  long  as  the 
Clearing  House  Banks  were  so  disposed,  the 
assistance  they  received  at  such  times  by  the 
issue  of  certificates  was  shared  with  Banks 
connected  with  them  but  this  consideration 
was  given  as  a gratuity  and  not  a right.  The 
position  of  the  non-member  Bank  thus  be- 
came one  of  great  uncertainty  and  anxiety 
and  I think  it  will  be  recalled  by  every  in- 
stitution that  in  1893  was  using  our  Clearing 
House  indirectly  and  with  no  right  to  its 
privileges,  that  their  situation  was  unenvi- 
able, unsafe  and  unhappy.  They  were  the 
wards  of  institutions  already  heavily  bur- 
dened with  their  own  cares,  and  anxious  to 
lessen  those  cares  as  much  as  they  could. 

3 


1 


y 


The  non-member  Bank  was  then  in  the  pain- 
ful position  of  existing  by  sufferance.  Their 
Clearing  House  representati\^e  would  will- 
ingly have  given  up  the  agency,  and  there 
were  none  who  were  anxious  to  adopt  them 
had  they  been  thrown  off.  This  state  of 
affairs  continued  for  several  months, 
when  the  redemption  of  the  Certificates  re- 
stored things  to  their  normal  condition  and 
released  the  outside  Banks  from  their  un- 
pleasant situation.  Their  solvency  was  in 
no  wise  affected  or  questioned.  It  was  simply 
their  isolation  and  want  of  close  union  with 
the  great  Banks,  that  placed  them  in  this  un- 
satisfactory position. 

The  dilemma  in  which  these  Banks  were 
placed,  disturbed  me  very  keenly,  as  I was 
connected  not  only  with  the  Loan  Committee, 
but  also  with  several  of  these  exterior  Banks, 
as  a member  of  their  Board  of  Directors. 
Indeed  the  most  trying  and  exhausting 
financial  crisis,  that  I remember,  was  the  so- 
called  panic  of  1893. 

Naturally  such  experience  leads  thinking 
men  to  devise  remedies  for  the  future.  The 
Clearing  House  machinery  has  not  arrived  at 
its  present  efficiency  without  many  changes 
and  improvements.  Every  emergency  has 
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added  to  the  skill  with  which  the  next  one 
has  been  handled.  To  my  mind  the  lesson 
of  1893  was  the  need  of  additional  protection 
to  the  non-member  Banks  in  financial  crises. 
There  were  two  ways  in  which  it  could  be 
done.  One  was  to  become  a member  of  the 
Clearing  House  Association.  The  require- 
ments, however,  of  that  membership  are, 
very  wisely,  made  exacting.  No  Bank  with 
small  capital  or  resources  can  hope  for  ad- 
mission to  a partnership  on  an  insufficient 
contribution  to  its  strength,  and  so  the  As- 
sociation has  fixed  a limit  which  a large 
majority  of  the  small  Banks  scattered  over 
the  city  are  unable  to  approach.  The  other 
way  was  by  association  among  themselves, 
but  that  could  only  be  accomplished  by  a 
union  of  capital,  and  for  this  a large  central 
Bank  with  branches  seemed  to  me  to  be  the 
only  solution. 

I am  free  to  say  that  the  Branch  Banking 
organized  by  The  Com  Exchange  Bank  is  the 
application  of  common  sense  to  a situation 
and  nothing  more.  There  is  no  royal  patent 
of  ideas  in  the  matter.  It  is  a svstem  such 
as  any  intelligent  banker  could  reason  out 
and  apply.  I grant  you  that  the  reasoning 
out — the  academic  portion — was  the  easier 
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part,  and  can  be  communicated  to  you  in 
this  address.  But  the  application  of  those 
ideas  to  existing  conditions  became  a much 
more  serious  matter,  and  here,  as  always,  the 
practical  working  is  a matter  of  individual 
talent,  which  we  all  know  is  so  difficult  to 
discover  and  secure. 

The  idea  suggested  by  my  observations  in 
1893,  was  this:  As  the  New  York  Clearing 
House  then  associated  all  its  members  to- 
gether in  practically  one  Bank  and  unified  all 
the  capital  and  resources  to  meet  an  emer- 
gency, so  it  might  and  should  be  possible  that 
the  very  useful  small  institutions  scattered 
over  the  city  should  be  able  to  rely  upon  one 
central  Bank  for  their  help  and  support  in 
troublous  times;  that  one  Bank  with  suffi- 
cent  capital  should  assume  to  these  smaller 
Banks  the  same  position  of  protection  that 
the  Clearing  House  did  to  its  members.  So 
that  the  logical  position  is,  that  Branch 
Banking  is  the  permanent  extension  to  small 
institutions  of  that  support  that  is  given  to 
the  Clearing  House  Banks  when  they  join 
together  in  financial  panics  and  pool  their 
resources  for  mutual  protection.  In  1898 
there  was  passed  by  the  New  York 
Legislature  an  Act  authorizing  Branch  Bank- 
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ing  that  is  so  brief  and  comprehensive  that  I 
will  read  it  in  full : 

“No  Bank  in  this  State,  or  an  officer  or 
director  thereof,  shall  open  or  keep  an  office 
of  deposit  or  discount  other  than  its  principal 
place  of  business,  except  that  any  Bank 
located  in  a city  of  over  one  million  inhabi- 
tants, according  to  the  last  state  or  federal 
enumeration  and  whose  certificate  of  incor- 
poration shall  so  provide,  may  open  and  keep 
one  or  more  branch  offices  in  such  city  for  the 
receipt  and  payment  of  deposit  and  for  mak- 
ing loans  and  discounts  to  the  customers  of 
such  branch  offices  only ; provided,  however, 
that  before  opening  any  branch  office  the 
approval  in  writing  of  the  Superintendent 
of  Banks  shall  be  first  obtained,  and  no  loans 
or  discounts  shall  be  made  except  such  as 
may  have  been  previously  authorized  by  the 
Board  of  Directors.  Every  such  officer  or 
director  violating  the  provisions  of  this  sec- 
tion shall  forfeit  to  the  people  of  the  State 
the  sum  of  one  thousand  dollars  for  every 
such  violation.” 

This  Act  owes  its  existence  to  the  sugges- 
tions of  ^Ir.  R.  H.  McCurdy,  President  of  The 
Mutual  Life  Insurance  Company  of  New  York, 
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and  was  framed  by  Mr.  Joseph  S.  Auerbach, 
a well  known  lawyer  of  this  city.  When  its 
terms  became  known  to  me  1 saw  that  the 
opportunity  of  accomplishing  that  which 
was  so  much  needed  in  the  panic  of  1893  had 
arrived.  I saw  also  not  only  the  opportunity 
for  a system  for  protection  in  dangerous 
times,  but  one  for  efficiency  and  economy 
of  operation  in  all  times,  and  so  the  Bank 
with  which  I am  connected  determined  to 
take  advantage  of  a law  so  salutary.  Other 
New  York  institutions  are  also  availing 
themselves  of  the  privilege  of  the  law,  and  in 
due  time  I look  to  see  the  conversion  of  small 
Banks  into  branches  and  the  creation  of  new 
branches  go  on  until  every  part  of  the  city  is 
furnished  with  banking  facilities  of  a charac- 
ter strong  enough  and  competent  to  meet 
every  demand  that  may  be  made  upon  it. 
The  State  law  of  course  allows  the  privilege 
of  Branch  Banking  to  State  institutions  only. 
A majority  of  the  small  institutions  outside 
the  Clearing  House  are  under  the  State  law. 
Our  method  has  been  to  absorb  existing 
Banks  by  the  retirement  of  th(hr  capital,  and 
to  start  new  branches  in  localities  where  it 
has  seemed  to  us  there  was  a field  for  ad- 
ditional banking  facilities.  We  have  in  this 
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way  terminated  the  corporate  existence  of 
seven  Banks  within  the  limits  of  New  York 
City  and  have  opened  an  equal  number  of 
new  branches,  so  that  at  present  we  have  in 
addition  to  the  main  Bank,  fourteen  branches. 
You  will  readily  understand  that  under  the 
New  York  law  a Bank  with  branches,  is 
simply  a Bank  which  for  the  convenience  of 
depositors  opens  offices  in  any  part  of  the 
city.  The  capital  of  the  parent  Bank  ap- 
plies equally  to  each  branch,  and  covers  the 
liability  to  every  depositor  no  matter  where 
he  may  be  located.  A dealer  in  the  newest 
and  most  remote  part  of  the  city  dealing  with 
such  a branch,  is  as  fully  protected  by  the 
capital  as  if  he  was  in  the  center  of  affairs  and 
doing  a large  business  with  the  central  Bank. 
It  is  the  extension  to  a myriad  of  small  de- 
positors of  the  protection  of  a large  capital 
and  surplus  that  constitutes  the  leading 
merit  of  the  Branch  System.  The  Branch, 
through  the  main  Bank,  has  also  all  the  ad- 
vantages of  the  Clearing  House,  the  value  of 
which  franchise  is  now  so  highly  estimated. 
It  therefore  follows  that  the  embarrassments 
that  have  in  the  past  attended  small  institu- 
tions in  times  of  financial  stress  are  very 
much  modified  and  lessened  by  a legalized 
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system  of  association,  such  as  is  now  termed 
Branch  Banking. 

As  bankers  you  readily  comprehend  the 
statements  I have  made  relative  to  the 
motive  and  value  of  association  under  one 
capital  and  you  must  also  be  alive  to  the  ad- 
vantages of  a central  management.  I have 
remarked  on  the  desirability  of  securing 
executive  talent.  All  lines  of  business  are  en- 
gaged in  this  quest.  There  is  no  need  of 
able  and  energetic  men  going  without  em- 
ployment or  good  salaries.  In  our  Branch 
systems  we  are  keeping  a keen  lookout  for 
bright,  thinking  men,  who  are  desirous  of 
making  their  way  in  their  business.  In  the 
Banks  which  have  become  branches  by 
giving  up  their  corporate  existence,  we  have 
been  glad  to  retain  every  capable  man,  and 
practically  we  have  not  reduced  the  force  in 
any  of  the  Banks  so  adopted.  When  we 
have  created  new  branches,  competent  men 
have  been  in  request  and  have  had  the  first 
chance  as  managers,  tellers,  etc. 

The  officers  of  branches  of  course,  have  a 
more  limited  sphere  of  action  than  the  officers 
of  a bank,  but  none  the  less  is  the  require- 
ment of  ability  and  judgment.  He  has  not 
the  care  of  his  resei^-e,  for  that  is  attended 
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to  at  headquarters.  He  is  not  worried  by 
an  excess  of  uninvested  funds  and  compelled 
to  go  down  town  to  buy  paper  or  find  good 
collateral  loans,  for  his  surplus  is  massed  in 
the  main  Bank  and  is  handled  there.  This 
prevents  duplication  of  lines  to  borrowers, 
and  concentrates  the  management  of  unem- 
ployed money  in  one  experienced  depart- 
ment rather  than  commit  it  to  a number  of 
officers  who  may  lack  the  knowledge  that  is 
at  the  command  of  large  central  institutions. 

The  manager  of  a branch  is  expected  to  do 
three  things — to  attract  and  accumulate 
deposits,  to  keep  down  expenses,  and  to 
master  the  credits  of  his  own  customers.  The 
central  Bank  on  its  part,  superintends  and 
scrutinizes  those  credits  and  approves  or 
disapproves  new  lines  of  discounts,  or  en- 
largement of  old  lines.  It  calls  from  each 
branch  daily  a statement  of  its  condition,  of 
the  loans  and  discounts  made,  the  overdrafts, 
and  the  differences  in  cash.  The  character 
of  the  cash  on  hand  is  also  reported,  the  new 
accounts  that  may  have  been  opened,  and 
those  which  have  been  closed  with  the  reason 
therefor,  also  the  notes  which  have  been  paid 
during  the  day.  In  brief,  the  main  Bank  knows 
by  the  reports  of  the  managers  the  exact 
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condition  of  the  entire  system  at  the  close  of 
business  the  night  before.  The  superintend- 
ence of  the  central  Bank  goes  still  further. 
There  is  a thorough  method  of  inspection. 
Committees  of  clerks  of  one  branch  are  de- 
tailed to  examine  another  branch  and  often 
in  this  way  the  entire  Bank  is  completely 
examined  in  one  day.  These  examinations 
are  made  without  notice  and  are  frequent 
enough  to  accomplish  the  object  without 
being  an  annoyance.  A system  of  changes 
of  clerks  from  one  position  to  another  or 
from  one  branch  to  another  and  compulsory 
vacation  of  every  employee  at  least  once,  and 
in  some  cases  twice,  a year,  has  been  found 
serviceable  in  promoting  correctness  and 
efficiency.  The  collection  of  out-of-town 
checks  is  consolidated  into  the  parent  Bank 
and  there  they  are  forwarded  to  the  various 
correspondents  throughout  the  country  and 
is  thus  kept  under  better  observation  than  if 
each  branch  attended  to  its  own  work.  It 
is  impossible  under  such  a system  of  reports 
and  inspection  that  there  should  be  a dupli- 
cation of  credits  or  loans. 

All  this  complicated  machinery,  involving 
as  it  does  a vast  amount  of  detail,  would  work 
badly  but  for  the  help  of  the  bdephone.  The 
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managers  of  a branch  are  thus  in  instant 
communication  with  the  central  office  and 
consultations  are  continually  going  on.  How  j 

much  intelligence  and  grasp  of  the  system  is 
necessary  to  a successful  working,  you  as 
practical  bankers  can  easily  divine.  It  is  no 
boys’  play,  but  when  organized  by  expe- 
rienced banking  men  the  ease  with  which  a 
vast  amount  of  additional  detail  can  be 
handled  is  almost  incredible. 

I do  not  know  whether  I have  succeeded 

1 

in  giving  you  a very  clear  idea  of  the  process  ; ' 

by  which  the  varied  interests  in  diverse 

branches  can  be  gathered  together  at  one 

point  and  directed  with  ease  and  success.  ‘ 

It  is  a matter  of  development  and  evolution.  j 

We  have  found  it  to  work  with  facility  but 

only  after  a great  many  experiments  and 

sifting  out  of  impracticable  methods  from 

' i 

those  which  were  found  to  be  entirely  suit- 
able and  efficient.  Therefore,  when  it  is 
asserted  that  Branch  Banking  on  paper  can  I 

be  made  a very  beautiful  and  symmetrical  ' 

affair  it  is  quite  true.  It  is  also  true  that  it  ( 

can  be  made  a success  in  practice,  though  » 

here,  as  said  before,  the  element  of  personal  \ 

ability  comes  in  very  largely. 

It  was  this  view  of  the  matter  that  led  us  \ 

*3 


1 


in  forming  the  system  of  Branch  Banking  to 
depend  not  on  what  had  been  done  in  England, 
or  France,  or  Germany,  or  Canada,  but  to 
work  out  the  system  here  in  America,  and 
we  did  not  need  to  go  to  books  or  precedents 
to  discover  that  a Bank  with  branches  is 
simply  one  great  Bank  with  its  sphere  of 
action  scattered  over  a certain  area,  but  con- 
trolled and  governed  as  absolutely  as  if  all 
the  clerks,  books,  cash  and  depositors  were 
gathered  into  one  building. 

Whether  the  sphere  of  l^ranch  Banking 
could  be  extended  beyond  a g^at  and  homo- 
geneous city,  I am  not  prepared  to  say. 
Theoretically  it  would  seem  to  be  possible, 
but  all  of  us  are  familiar  with  the  way  theo- 
ries are  sometimes  affected  by  hard  and  un- 
looked-for facts,  and  it  is  a question  in  my 
mind  whether  local  pride,  prejudice,  interests 
and  peculiarities  will  not  he  too  strong  for 
that  desirable  unity  which  we  find  possible 
in  a city  where  a branch  can  be  visited  and 
inspected  every  day  and  the  managers  and 
clerks  are  easy  observable  and  mingle  to- 
gether. 

Of  its  favorable  working  in  a great  city 
■under  the  conditions  I have  cited,  I have 
now  no  manner  of  doubt.  It  is  true  that  the 


14 


11 


experiment  has  thus  far  been  tried  imder 
prosperous  and  favoring  conditions.  We 
have  been  sailing  before  the  wind  now  for 
several  years.  The  skies  are  still  bright,  but 
squalls  are  not  impossible  and  some  day 
there  may  be  a storm.  In  these  disturbed 
seasons  which  are  by  no  means  obsolete  be- 
cause they  are  out  of  fashion,  the  question  of 
how  Branch  Banking  will  ride  out  the  gale 
has  occurred  to  no  one  oftener  than  to  the 
speaker.  It  seems  to  me  that  the  dangers  to 
the  creditors  of  the  Banks  have  not  increased, 
but  on  the  contrary  the  guarantees  given  to 
depositors  have  been  multiplied  and 
strengthened  by  this  union  of  small  institu- 
tions under  one  strong  responsible  head.  We 
have  not  ignored  or  been  unmindful  of  criti- 
cisms that  have  been  made  on  this  new  form 
of  banking.  It  has  been  claimed  that  the 
small  local  borrow^er  would  suffer  by  the 
control  of  a strong  and  remote  central  Bank 
and  that  the  accommodations  would  be  cur- 
tailed by  the  use  of  funds  in  larger  and  more 
profitable  ventures.  This  is  a mistake  and 
a fallacy.  The  small  loans  are  very  often 
the  best,  certainly  the  risk  of  loss  is  limited 
and  the  rates  paid  for  money  are  higher  than 
in  the  centers  where  the  dollars  most  do 
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congregate.  I ean  eompare  the  funds  placed 
at  the  disposal  of  the  main  Bank  by  the 
branehes  to  an  army  held  in  reserve  for  help 
and  assistanee  at  points  where  it  is  most 
needed.  At  times  one  braneh  makes  heavy 
demands  for  money,  again  it  contributes 
largely  and  some  other  department  gets  the 
use  of  its  unneeded  funds.  The  ability  to 
move  money  to  points  where  a good  demand 
exists  is  certainly  an  improvement  on  the  old 
system  whieh  I have  deseribed  as  existing  in 
1893. 

I am  eonseious  of  not  having  given  this 
subjeet  that  thorough  treatment  that  would 
entitle  an  address  before  sueh  a body  and  on 
sueh  an  oecasion  to  a permanent  place  in 
finaneial  literature.  I am  not  versed  in  the 
rhetorie  that  makes  such  papers  sometimes 
so  imposing  and,  as  one  has  said,  so  dismal.  I 
have  endeavored  in  an  offhand  way  to  give 
a reason  for  the  faith  that  is  in  me — and  I 
trust  have  thus  been  able  to  contribute  to 
the  interest  attending  this  most  pleasant 
and  important  convention. 
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